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May 6, 1994

Mr. J. Kendall Anderson
488 Boundary Qak Way
Walnut Cresk, CA 94598

Dear Mr. Anderson

As you may know, reorw::nranves of r.hc Departmcnt of COtpomtmns met y&sterdzy wzm

several. members of the Board of Dircctors of Blue Cross of Catifornia (BCC) and oﬂicers of

BCC and/or Wellpoint Health Networks (Wellpoint). As I mentioned at the meeting, since -
arriving at the Department in August 1993, I have been focussing a considersble amount of B
my time on the Department”s ongoing efforts to assure that BCC satisfies the rcpresemanoru

it made to the Depaniment at the time of licensure and sppropriately discharges its =~ .
responsibilities to the public, BCC's shareholder. [n view of the prority that I attach to mu

matet, I am glad that T had an opportunity to meet with several representatives of the Board.

To make certain that there is no. misunderstanding with respect to the Department's views in

this regard, I thought it was appropriate to send this lecter to you and io each of the other ~

members of the BCC Board, including those Board members who attiended the May S = -

mesting. As the following chronology of eveats indicates, the Depantment has made every
: reasonabic c.ﬂ"crt to work cooperanvely with BCC to address this issue.

In Iuly 1991, BCC filed 7 apphr:auon Fitte the ‘Department.to become a health care service
plan under the Knox-Keene Act. From the outset, the Department was ¢oncerned about the

. impact that the restrucruring contemplated in that license application would have on BCC's
ability to discharge its responsibilitics as 2 nonprofit public benefic corporation. BCC -
addressed these concerns in a-June 4, 1992 letter to the Department which stated that “BCC
undertakes a broad range of charitable activities, including the AIM and MRMIP programs: .
.~ BCC then represented that it is anticipated that the exteat of BCC's chariable activities
in support of such programs will increase by virtue of the resources BCC would receive
through 2 successful IPO. . .. BCC is expected to receive substantial cash amounts as a
result of the IPO. BCC intends to devote r.hosc proceeds to programs which will assist in

mzkmg available cost-effectve health care.”

Based upon the representations that BCC made in its license application and the Department’s
review of applicahle [aw, the Deparument concluded that the BCC restructuring did not
consttute g for-profit conversion. Thg Department did not, therefore, impose a charitable
trust obligaton upon BCC at the time it approved the appiication (January 7, 1993).
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In April 1993, the Depantment contacted BCC to inquire about the steps BCC mt::ndcd o
take to mest lts charitable obligations. On April 30, 1993, In response to this inquiry, BCC
restated “its inteat, as part of the restucturing, to expand its nonprofit and charitable -
activities in order to make availablc affordable and accessible health care coverage, augment
the promon of health care services to.the medically underserved and support government
programs.® BCC further represented in the April 30, 1953 letter that a written reporr_ in this
regard would be submitted to the Department by the ead of May 1993. v

On June 7, 1993, the Department met with BCC representatives 1o determine the status of
that repart. Following that meeting, in a June 16, 1993 lener w© the Department, BCC stzted

that the requested report would be dehve:ed to the Department by the end of July. -

This report was ultimately delivered to the Department on September 20, 1993. Upos
review of the report, the Department concluded that the report was _materially deficient.
Among other-things, the September 20, 1993 report (i) focussed on'the steps. that BCC would
take to satisfy the undertakings BCC had negotiated with the Legislature, mot the steps.that it

would take o fully discharge its responsibilities as a public benefit corpo:aaon‘ and_(iD)
provided no historical information w determine if BCC was, in fact, going to increase its
charitable acdvitias as it had commited t do at the dme of lcensure., ;

On December 21, 1993, the Department. seat-BCC 2 dcﬁciency letter with respect (o the
September 20 report and asked BCC to pmvy_jc -answers to nine specific requests for -
information. On Ianuzry 24, 1994, BCC tded a response to the December 21 letter. The -
information contzined in ‘thiy response was<lso materielly, deficient and failed to address =~
cight of the nine specific areas of requested informaton. .

Since the January 24, 1994 report was received, [ have held several meetings with . "
mprcsmtanvcs of BCC in an effort to work with BCC to make certain that BCC dlscha.rge:.

its nonproﬁn public benefit responsibilities. Before yesterday's mestng, the most recent of
these meetings was held on April 24, 1994, .

! The September 20 report restated BCC's commitment to spead ar least S5 million
to promote public benafit/charitable activities. While that commitment is consistent with
BCC's negotiated undertaking with the Legislature, it represeats & commitment to spend less
than 0.2% of the value of BCC's Wellpoint holdings alone, ignoring the other assets at
BCC's disposal. 1 do not believe that any sharcholder (in BCC''s case, the public) would be

satsfied with that return On investment.
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At the April 24 meeting, 2 preliminary proposal with respest to BCC's plans 0 discharge its
obligations to the public was shown to the Depantment. While the Department did rot bave

an oppormunity to review this proposal in any depth, at that meeting I relayed my inidal view -

of the proposal to the BCC rcprcscntauvcs Among other things, I notcd that.the
level of public benefit expenditures in 1994 of between $25 and $35 million was wide of the -

mark by an order of magmitude.

On April 25, I called Mr. Schaeffer 10 provide some additional input mth respect o the
Department’s views concerning this preliminary proposal in advance of the April 26 BCC
Board meeting. As Mr. Schaeffer was unable to reurm my phone eall, I spoke to Mr.
Geiser. Durng that phone conversation, I told Mr. Geiser that, in the Department’s view,
BCC should (1) commit w spend not less than $100 million on chaxitable activities during
1994, (ii) consider contributing not less than 40% of BCC's Wellpoint holdings to a ncwly-
formed foundation and (iii) appoint ac least one state representative to the bodies thar will
"decide the public benefit activities to be pursued utlizing the assets available o BCC and-any
nowly-formed foundation. I also informed Mr. Geiser that the Department had begun 0 take
the necessary steps to initiate an enforcement action against BCC with respect to this matter
if the Department concluded that it was necessary to do s0.

At yesterday’s meeting, [ restated my view that the pub]ic is BCC's shareholder and noted
that, as Commissioner of Corporations, I am the representative of this sharcholder and stand
in the shoes of the Attomey General. [ also-indicated that I did not believe any shareholder
would accept a return on their investment that-was comparable to that-proposed by BCC, ° §

At the May 5 mesting, I also re.staced tbe Depment’rncw thar, ar.a- minimum, BCC
should agree to spend not less than $100 million on charitable activides during 1994, While
$100 millica is a substantial sum of money, this-amount represeats only 2 2% return on the
$2.5 billicn market value of BCC's financial assets alone, i.e. the Wellpoint stock®. (As

you know, BCC sponsored very:little public benefit activity in 1993, and the minimum 1994

mmnutmc:nt that I believe is appropriate takes this into account.)

? As I indicated at the meeting, the value of the Wellpoint stock held by BCC

- probably excezds that value of that stock based upon market quotes reporied oun the New
York Stock Exchange. BCC's Wellpoint stock may command a control premium, and to
maximize the value of that stock to its shareholder, BCC may want to counsider selling its

entire position in the Wellpoint stock in a negotiated transaction.

vl
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At the meeting, I also strongly encounged BCC to consider making a substz.nual
commitment to fund the AIM program in 1994. This program is oae of the most important
state government programs providing heaith care services to this state’s medically - = -
underserved population. A commitment to support the AIM program would be enumly
consistent with BCC’s public benefit mission and the representations it made o the

Departmeat prior to liceasure.

At the conc:lusmn of the May S meeung, T indicated to the Board members pre.sen.t that I
would like 10, ses BCC submit to the Department, by May 19, 1994, a writren commiunent to
spend not less than $100 million during 1994. I understand that May 19 is less than two
weeks away, I also understand that the Department has Seen Pm“lﬂs this maner fOl‘ mOre

thantwo years.

I do not believe the minimum 1994 commitment I am secking is unmsonablc or would in .
any way undermine BCC’s long-term viability. As [ indicated at the meeting, BCC's :bmty
to make this eommitment is a macter of will on the part of the BCC-Board, not & metter of
the resources at BCC's disposal. While I think it may be appropriate for BCC o have some
additional time 1o develop z long-term serategy to meet its public benefit obligadoas, I do aot
think it is eppropriate, reasonable or necessary to wait undl the long-term strategy . is -
developed for BCC to acknowledp'e unequivocally its commitment to the public in th.ts

regard.

I am hopeful thar the foregoing infarmatioa-is- helpful during the course of the Board’s
deliberations. T believe that there still is'an epportunity to successfully resolve this mager
through the coopcrauve efforts of the Department and BCC. As I noted at the May S g =g
mezting, however, that wmdow of opporunity is cIos‘I’ng i

Yery truly yours,

DT

‘GARY S. MENDOZA
Comrmissioner of Corporations

GSM:ad

cc: Brian Donnelly
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